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SUMMARY"

The Commission has sought to advance three goals
regarding the depreciation prescription process -- simplification,
administrative savings and flexibility -- while also continuing to
ensure that consumers pay just and reasonable tariffed rates.
Implementing four specific suggestions would best ensure that these
goals are achieved.

First, the Commission should establish ranges for all
plant accounts as soon as practicable. Second, the Commission's
proposed ranges for the already selected twenty-two accounts
should be broadened sufficiently to allow more simplified treatment
for these accounts. Third, ranges should be based on forward-
looking data to reflect the competitive and technological changes
rapidly taking place in the telecommunications industry. Finally,
the Commission should conduct annual reviews of the established
ranges because less frequent reviews would not permit these
industry changes to be identified and accurately assessed in a
timely manner.

The miscellaneous criticisms by the Missouri Public
Service Commission should be dismissed. Its views are entitled to
no weight in light of its expressed intention to depart from this
Commission's depreciation policies whenever it sees fit. Its
comments are misleading and beside the point.

The Commission should also allow LECs to maintain smaller

subdivisions of depreciation rate categories.

*All abbreviations used herein are referenced within the text.
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Southwestern Bell Telephone Company ("SWBT"), by its
attorneys, files this reply to comments on the Commission's Order

Inviting Comments ("QIC") in its Depreciation Simplification

Proceeding.!

I. MEANINGFUL DEPR TION SIMPLIFI N BE ACHIEVED ONLY BY
ESTABLISHIN! ES FOR ALL A BROADENING THE RANGE
ALREADY PROPOSED IN B N FORWARD-LOOKING DATA AND

SUBJECTING RANGES TO AN ANNUAL REVIEW.

The Commission should maximize the opportunity to fully
achieve its stated objectives of simplification, administrative
savings and flexibility regarding the depreciation prescription
process.? SWBT submits that implementing four specific

suggestions, as explained below, would present that opportunity.

1 In the Matter of the Simplification of the Depreciation
Prescription Pr "Depreciation Simplification Proceeding"),

CC Docket No. 92-296, Order Inviting Comments ("OIC"), FCC 93-492,
released November 12, 1993.

2 pepreciation Simplification Proceeding, CC Docket No. 92-296,
Report and Order, FCC 93-452, released October 20, 1993

("Depreciation Simplification Order"), para. 3.



A. Range hould Be Establish For All Plant Accounts A
Soon P i .

In its QIC, the Commission reaffirmed that ranges should
be established for as many plant accounts as practicable.? The 0IC
thus proposed to establish ranges initially for twenty-two plant
categories, and directed the Common Carrier Bureau ("Bureau") to
recommend ranges for the remaining accounts as soon as feasibly
possible.* 1In its opening comments, SWBT heartily endorsed this
directive because expeditiously establishing ranges for all
categories clearly would advance achievement of the many benefits
offered by depreciation simplification.’

SWBT and several other local exchange carriers ("LECs")
pointed out that the twenty-two accounts for which the Commission
proposed to now establish ranges amount to less than 40% of their
plant investment. As a result, LECs would be required to continue
using the Commission's non-simplified depreciation process for over
60% of their investment,® a consequence not in keeping with the
Commission's stated objectives. Even MCI recognizes that the
maximum benefits of simplification can be achieved only after the

Commission establishes ranges for all accounts.’ Thus, the need to

> QIC, para. 4, citing, Depreciation Simplification Order.

4 0IC, para. 5.

5 Comments of SWBT Regarding OIC ("SWBT Comments"), at 3-4.

® Ameritech Comments, at 6-7; Bell Atlantic Comments, at 2;
BellSouth Comments, at 2; Pacific Bell and Nevada Bell Comments, at
2; SWBT Comments, at 5; U S West Comments, at 2.

7 MCI Comments, at 2.



establish ranges for all accounts as soon as possible must be met
if the Commission's stated objectives are to be realized.

In addition, some state regulatory bodies agree that
greater benefits would be enjoyed by expanding the number of
accounts for which ranges should be established to include all
remaining accounts. For example, the Utah Department of Commerce,
Division of Public Utilities states that "real simplification and
potential time and expense savings of the process cannot be
realized without all accounts being included in the process."® In
addition, the Oklahoma Corporation Commission supports including
the remaining accounts as soon as possible.’

These state regulatory bodies, LECs such as SWBT, and the
Commission have a common goal -- to maximize the benefits intended
by the overall simplification process -- and agree that ranges
should be established for all remaining accounts as soon as
possible. Therefore, SWBT continues to urge the Commission to do

SO.

B. The Ranges Should Be Broad Enough To Realize Meaningful
Simplification.

Most commentors point out that, apart from the need to
establish ranges for a greater number of accounts, the proposed

ranges for the accounts identified in the QIC must be broadened --

! Comments of Utah Department of Commerce, Division of Public
Utilities Commission ("Utah Commission"), at 1 (emphasis added).
The Utah Commission also stated that real simplification cannot be
realized yet because of the exclusion of all major plant accounts
that have caused most of the past disagreements between LECs and
regulators.

® Oklahoma Corporation Commission Comments, at 3.



the ranges as proposed are too narrow to achieve meaningful
depreciation simplification.!® SWBT reiterates its support for
this position. Meaningful simplification may be realized only if
the widths of the ranges are sufficiently broad to allow more
simplified treatment.

SWBT also joins in Ameritech's position that the proposed
ranges should be no less broad than those that would apply to the
accounts of interexchange carriers ("IXCs"). Ameritech correctly
points out that such similarity in treatment is warranted because
the plant used and services provided by LECs and IXCs are, and
historically have been, similar in many respects.!! Indeed, MCI's
recent announcement to compete aggressively in the local exchange
market eliminates any lingering doubt about the similarity between
the LECs' plant and services and those of the IXCs."

MCI suggests that the ranges are reasonable as proposed,

reasoning that they would adequately reward a carrier's past

1 Ameritech Comments, at 3-7; Bell Atlantic Comments, at 2-3,
5-8; BellSouth Comments, at 2-6; GTE Comments, at 2-3; NYNEX
Comments, at 2-5; Pacific Bell and Nevada Bell Comments, at 2-4;
SNET Comments, at 2-3, 5; SWBT Comments, at 2-5; U S West Comments,
at 2-7; USTA Comments, at 9-12.

1 Ameritech Comments, at 4-5.

12 MCI recently announced that it would invest over $20 billion
in its infrastructure, including $2 billion in fiber rings and
local switching in major U.S. metropolitan markets. It plans to
connect directly to customers and provide them alternative local
telecommunications facilities. According to the release, MCI owns
properties and rights-of-way in several hundred cities and is
currently the fourth largest competitor to the Bell Operating
Companies in providing local access to long distance service. MCI
plans to begin offering alternative 1local telecommunications
services in competition with SWBT and other LECs by mid-1994,
without having to abide by the same restrictive rules governing
LECs.



modernization efforts.® MCI's reasoning is flawed Dbecause it
mistakenly presumes that new plant investment must actually occur
before the pace of recovery should be accelerated due to shorter
service lives on existing plant.

It is also important to note that the purpose of
depreciation is not to fund new investment in a LEC's plant, but
instead, to recover that plant which is already in place.' There
is only an indirect relationship between the timing of actual new
plant investment and the need to depreciate older plant more
quickly. To the extent that new plant investment is made to
respond to market changes, customer demand, and technological
advances, such new plant investment generally displaces older
plant, thereby shortening the older plant's life.

Any prudent business operation, presumably including MCI,
typically adjusts its depreciation rates based on its latest view
of its network plans (and thus, the impact those plans have on
plant lives). It does not defer such adjustments by waiting until
a point in time after the new plant is actually placed into
service.

Surely MCI would not ignore its own future plans when
assessing its plant lives, and it has not suggested that it does
so. While MCI's concurrence may serve its objective of hindering

the LECs' progress toward a process that yields reasonable

3 MCI Comments, at 2, 4-5.

14

Public Utility Depreciation Practices, Depreciation
Subcommittee of the National Association of Regulatory Utility
Commissioners, at 82 (para 2.a.) (1968).



depreciation rates, it certainly does not reflect the process MCI
likely employs in its own business operations.

Thus, even if the breadth of the ranges to be determined
by the Commission were in some way tied to network modernization
considerations, broader ranges are still necessary to fairly take
them into account. Moreover, the ranges should be based on
realistic future infrastructure development, not just the actual

past deployment of new plant.

C. Range hould Be Base n Forward-Looking Data.

SWBT agrees with other commenting parties that a forward-
looking approach to setting ranges should be established.
Alternatively, only the most recent prescription data should be
employed.

Bell Atlantic accurately states that using purely
historical information to establish ranges would result in an
unrealistic over-estimation of useful service lives given the rapid
changes sweeping the telecommunications industry. SWBT further
agrees that:

The delay in recognition of depreciation
expense caused by the historic overestimation
of useful service life has been recovered
through depreciation catch-up and
amortizations at the end of the asset-life.
The pressure of increasing competition will
not allow catch-up in the future and LECs that
overestimate the life of their plant will see

financial results impaired. Because
competitive markets will not allow LECs to
recover under-depreciated plant [in the

future], the mistakes of the past can not



simply be repeated without putting LECs at a
severe economic disadvantage.®

Indeed, current pressures to reduce interstate access rates,
standing alone, confirm that the market will not bear future
recovery (from customers) of the past under-recovery of plant.

SWBT also agrees with Pacific Bell's and Nevada Bell's
analogy of the threefold aging process caused by the use of
historical data to set ranges:

[I1t is old when first reported; it is even

older by the time the represcribed rates go

into effect and it continues aging through the

years until the next represcription is

ordered.!®

For these reasons, SWBT strongly believes that any ranges
based solely on historical data would result in outdated
depreciation parameters insufficient for recovery at a pace
dictated by technological and market factors, and thus, would not
allow the LECs to fairly compete.

However, were the Commission to completely dismiss a
forward-looking approach to setting the ranges, then it should
consider using only the most recent prescriptions, as urged by U S
West.” SWBT agrees that this alternative, while not nearly as
correct as a forward-looking approach, would be far more reasonable

than the historical approach proposed by the Commission. This

approach produces future depreciation rates based on data that is

5 Bell Atlantic Comments, at 5.
16 pacific Bell and Nevada Bell Comments, at 5.

7 U 8§ West Comments, at 7.



initially up to three years old and not representative of current
market or industry conditions.

MCI's recent announcement of its plans to aggressively
compete in the local exchange market clearly demonstrates the
volatility of the market.!® The LECs' ability to react to such
competitive changes cannot be assured by historical information.
Only the forward-looking approach would take into account the rapid
changes impacting the dynamic telecommunications industry, changes
which will accelerate as the infrastructure plans of President

Clinton's Administration are implemented.

D. Range Reviews Should Be Conducted Annually.

In its Petition for Reconsideration and Clarification of
the Depreciation Simplification Order, SWBT proposed that a
biannual review of the ranges be conducted in lieu of the triennial
review proposed by the Commission. A triennial review would not
guarantee that the realities of the telecommunications market would
be identified and accurately assessed in a timely manner. NYNEX,
however, submits that an annual review would best enable the
rapidly changing effects of competition and advancing technology to
be captured.” SWBT agrees with the reasoning advanced by NYNEX
and thus joins in its proposal to conduct an annual review, with a

bi-annual review only as an alternative.

¥ See, n. 12, supra.

1 SWBT's Petition For Reconsideration and Clarification of the

Depreciation Simplification QOrder, filed December 6, 1993, at 5-6.

0 NYNEX Comments, at 4.



Consistent with the comments stated above (Section I.
C.), SWBT further submits that the Commission should incorporate
U S West's approach to range-setting (i.e., forward-looking lives)

into the annual review process.?

At the very least, only the most
recent year's prescriptions ought to be considered in the annual

review.

II. THE COMMENTS OF THE MISSQURI PUBLIC SERVICE COMMISSION ARE
MISLEADING, MISINFORMED AND TRRELEVANT.

The Missouri Public Service Commission's ("MoPSC's")
criticisms of permissible range movements, record retention matters
and other miscellaneous subjects should be dismissed. They are
misleading, without factual basis, and irrelevant to the matters on

which the QIC requested comment.

A. The MoPSC's Comments Are Misleading.

The MoPSC's reference to the movement allowed a LEC
without justification is misleading and incorrect.? SWBT does
not expect to achieve any range movement without justification,
albeit in simplified form, and it is unaware that any other LEC
intends to do so.

The MoPSC also suggests that the proposed range of lives
for public telephones should be revised upward.? The MoPSC

implies that the presently proposed range would result in

2y S West Comments, at 6-7.
22 MoPSC Comments, at 3.

3 MoPSC Comments, at 5.
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unjustified movement for this category. Once again, the MoPSC
appears to have missed the point, as no movement in this range
would be sought by a LEC without justification. No support to the
contrary is provided by the MoPSC.

Further, in referring to the rapid accumulation of many
LECs' reserves for public telephones, the MoPSC implies that a
present state of over-recovery exists in this account. However,
regardless of whether a shorter life can be justified by a LEC, the
remaining life depreciation rate calculation properly considers the
current level of the reserve. Thus, protection against an
unjustified depreciation rate or over-recovery of the plant is
ensured by the existing remaining life methodology. Therefore, the
MoPSC's speculative fear of an unjustified projection life or
depreciation rate is unwarranted.

Finally, despite the MoPSC's mischaracterization of the
width of the ranges,? the ranges proposed by the Commission are
not unduly broad. Based on the Commission's proposed ranges, only
30% (i.e., 11 of 37) of the categories in SWBT's Missouri
operations have both factors falling in the ranges. These
categories represent a mere 9.2% of SWBT's investment in Missouri.

Once again, the facts simply do not support the MoPSC's criticisms.

B. The MoPSC Is Misinformed About The Purpose Of This
Docket.

The MoPSC suggests that the Commission should establish

a procedure to ensure proper and adequate accounting and record

% MoPSC Comments, at 2.
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keeping, based on its concern that "companies may fail to maintain
records for the range accounts."? The MoPSC 1is obviously
misinformed about the purpose of this docket, and its suggestion
should be dismissed.

First, SWBT is not aware of any proposal during this
proceeding that suggests discontinuing any of the Commission's
standing record keeping requirements or even inviting comments on
the subject. This proceeding addresses filing requirements for
depreciation prescription purposes -- not record keeping
requirements which are properly dictated by Part 32, Uniform System
of Accounts. Second, the MoPSC cites nothing supporting, much less
proving, that the Commission's Part 32 requirements would be
insufficient in the context of simplified depreciation filings.
Consequently, the MoPSC's concern is not only beside the point, but
entirely speculative and unfounded.

Furthermore, in an effort to support its record-keeping
concerns, the MoPSC made the following, equally false and
misleading, assertion:

The [MoPSC] understands that the FCC Staff has

had difficulty obtaining [Building] records

from the companies, which has frustrated the

FCC Staff's efforts at oversight.®

SWBT has responded to all data requests from the
Commission's staff and has not received any feedback from the
Commission suggesting dissatisfaction with its responsiveness.

Likewise, SWBT is not aware of anything in the record in this

3 MoPSC Comments, at 6.

% MoPSC Comments, at 6, n. 16.
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proceeding indicating a lack of industry responsiveness to data
requests. If, as the MoPSC claims, the FCC Staff is frustrated by
any responses to data requests, then the Staff should notify the
industry directly. Since no such notification has been received,

SWBT assumes that the MoPSC has been misinformed in this matter.

C. In Any Event, The MoPSC's Commentsg Are Irrelevant To The
Interstate Jurisdiction.

In recent years, the MoPSC has shown little inclination
to recognize within its own intrastate jurisdiction the procedures
and negotiated parameters applicable to the interstate depreciation
process. Although the MoPSC has participated in and has had
significant influence in the three-way meetings, three-way
agreements have not always been reached nor implemented by the
MoPSC. For example, the MoPSC, the Commission and SWBT reached
an agreement on plant lives, salvage and curve shapes during the
1989 three-way meeting. However, the MoPSC opposed this very
agreement in its 1990 Intrastate Order.?” 1In addition, three-way
agreement was not reached in two of the most significant plant
categories during the 1992 three-way meeting.

Indeed, the MoPSC has frankly stated its intention to
depart from FCC depreciation policy:

[Tlhe [Missouri Public Service] Commission

does not believe it is sound regulatory policy

to place itself in lockstep with the FCC,

which has different priorities and different

concerns with regard to SWBT and the

telecommunications industry. . . . Any

precedent that might limit this Commission or
future commissions in addressing issues

7 T0-90-98, MoOPSC, issued December 18, 1990.
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differently than the FCC should be avoided.?

The FCC should not allow commentors like the MoPSC to
influence interstate policies when they demonstrate no intention to
abide by these policies, but rather, an intention "to pick and
choose" among them. Therefore, the MoPSC's gratuitous comments

should be disregarded.?

ITI. RANGES FOR DEPRECTIATION RATE CATEGORIES SHOULD BE MAINTAINED.

While SWBT supported ranges for homogeneous subdivisions
of accounts,® Pacific Bell and Nevada Bell propose retention of a
LEC's current level of categorization where it is more detailed
than the Commission's.? For example, a company should be allowed
to further disaggregate its outside plant categories to distinguish
between exchange and toll assets, Dbecause there could be
considerable differences in lives for the assets.

These companies also propose that:

® Case No. TC-93-224, Issued December 17, 1993, Depreciation
Item C, 38-39.

¥ The same holds true for NARUC. It candidly states its
position that "any basic factor ranges adopted by the FCC are for
interstate depreciation purposes only, and that the various state
commigsions are free to establish depreciation rates for intrastate
purposes in whatever manner and at whatever 1level they deem
appropriate." (NARUC Comments, at 6). Clearly some state
commissions have no regard for the interstate depreciation
prescription policies regardless of what these policies are. Given
its unequivocal comments, NARUC has encouraged state regulators to
ignore whatever changes are made to simplify the depreciation
process. Thus, NARUC's comments should be treated likewise.
Moreover, the MoPSC's and NARUC's blatant intention to act
independently of the FCC leaves SWBT questioning the validity and
necessity of three-way meetings.

% SWBT Comments, at 8.

3 pacific Bell and Nevada Bell Comments, at 6.
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[Tlhe ranges should be broad enough to reflect

the differences in 1lives that prompted the

initial disaggregation of the account into

rate categories. At the least, they should

cover the composite of the [LEC's] categories

to the Commission's rate category level.

Moreover, if the composite of a carrier's rate

categories is within the permissible range for

an account, the carrier should be able to use

that range.®

Because SWBT currently differentiates between exchange
and toll outside plant, it agrees with Pacific Bell's and Nevada
Bell's proposal to continue to recognize this additional

subdivision.

Iv. CONCLUSION.

The opportunity to achieve significant benefits as a
consequence of depreciation simplification is at  hand.
Implementing SWBT's suggestions would allow these benefits to
become reality. They are concrete, meritorious and should be
adopted.

Respectfully submitted,
SOUTHWESTERN BELL TELEPHONE COMPANY

v Aoy

Robert M. /Lynch
Richard C. Hartgrove
Robert J. Gryzmala

Attorneys for
Southwestern Bell Telephone Company

One Bell Center, Room 3520
St. Louis, Missouri 63101
(314) 235-2507

January 21, 19954

2 pacific Bell and Nevada Bell Comments, at 6-7.
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